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THE DISTRIBUTION OF CAPITAL IN PRIVATE HANDS IN 
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Part I 


THE DISTRIBUTION OF CAPITAL ACCORDING TO THE NUMBER OF PERSONS 


Introduction 


In Great Britain the property of each property owner is valued at least 
once for the purpose of death duty collection. Estate Duty statistics! are, 
therefore, available as a means of computing the amount of capital? in private 
hands. The dead are used as a random sample of the living, and the total 
capital is computed by grossing up the sample. The reciprocals of the appro- 
priate general mortality rates for each age group are used as multipliers. 

The question of the multiplier to be applied to Estate Duty returns has 
been the subject of much controversy. At first, the multiplier was taken as 
being the same as the number of years between two successive valuations for 
estate duty purposes of a given estate, that is, it was thought of in terms of the 
average length of a generation. This procedure leads to an inaccurate result 
if the distribution of property is such that the average estate by amount 
does not correspond with the average estate by age. The method of using 
the dead as a random sample of the living was first used, in substance, by 
Mr. Bernard Mallet in 1908. Further estimates of the distribution of capital 
in private hands based on the same method were made for the years 1g11- 
1913, and 1924-1930 and for 1936. The former were made by Professor 
Daniels and Mr. Campion,‘ the latter by Campion alone.’ A refinement 
introduced by these writers was to use social-class mortality rates as the risk 
of death was considered to be less for persons possessing capital than for the 
community in general. The following calculations attempt to make similar 
estimates for the years 1936-1938 and 1946-1947. 

It is possible to make reasonably correct calculations of the distribution of 
property in private hands for the years 1936-1938, but serious difficulties 
arise when an attempt is made to make similar estimates for the post-war 


1 Estate Duty returns have been available since 1894. 

* Capital in this sense includes all net claims to wealth capable of individual disposal 
and will, of course, be very much greater than the monetary value of the physical assets in 
private hands. It includes, for example, a very large part of the national debt and the 

oceeds of insurance policies. = 
i 3 Mallet. A Msikol of Estimating Capital Wealth from Estate Duty Statistics. J. of R. 
Statistical Society, 1908, p: 65. ; ‘ 
“Daniels and Copier. The Distribution of National Capital. Manchester, 1936. 
*H. Campion. Public and Private Property. Oxford, 1939. 
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years. The annual reports of the Inland Revenue for the financial years 
1936-1937 and 1938-1939 give details of the age and sex of deceased persons 
in England and Wales leaving estates of more than £100. Similar details are 
given for Scotland for the year 1938-39. Unfortunately, distributions for 
1937-1938 are not available, but it has been assumed that the age and 
sex distribution of persons leaving estates in England and Wales in 1937-38 
did not differ radically from that of 1936-37 and 1938-39. The mean of these 
tax years has been used to estimate the total capital in private hands for the 
years 1937-38. Similarly for Scotland the years 1936-37 and 1937-38 have 
been based on the experience of 1938-3g—a somewhat less reliable procedure.* 
The number of estates valued in the annual reports for each financial year 
may be taken as broadly corresponding to the number of deaths in the 
calendar year as there is a necessary lapse of time in administering estates. 

In 1946 and 1947, however, the Estate Duty returns were not as useful for 
our purpose. The annual reports of the Inland Revenue Commissioners for 
those years do not give details of the age and sex distribution of persons 
leaving estates. Further, the estate duty taxation limit was raised to £2,000 
in 1946? and, therefore, no statistics exist of the number of persons leaving 
estates of less than this sum. The analysis for the post-war years must, 
therefore, be accepted with caution. 

To overcome this difficulty it has been assumed that the age and sex 
distribution of persons leaving estates in 1946-47 changed from the 1936- 
1938 pattern by the percentage differences between the number of deaths 
that occurred in each age group of the general population between those 
years.* The age and sex distributions given by estate duty statistics in 1936— 
1938 have, therefore, been modified accordingly. As the Inland Revenue 
reports give the age and sex distribution of persons leaving estates in 1928 and 
independent estimates of the distribution of capital in private hands also 
exist for that year it has been possible to make a rough test of the validity 
of this procedure. The results obtained by modifying the 1938 pattern to 
provide estimates for 1928 and the direct method were compared... This 
method takes into account the change in the age structure between 1936- 
1938 and 1946-1947, but does not take into consideration the fact that rentiers 
(predominantly older age groups) might have been living on their capital in 
1946-47. 

1 The error is unlikely seriously to affect the estimates for Great Britain as a whole 
since the percentage of estates over £100 in value belonging to persons in Scotland is not 
large, 10.8 per cent of the total in 1936~7 and 11.5 per cent in the years 1937-38 and 1938-39. 
The percentage of the number of estates over £100 in value belonging to persons in Scotland 
is even less—10 per cent of the total in 1937-38 and 1938-39. 

S Far exasnle! tas niniter WiGkiia RAR 
11.04 per cent of the total aauthhenel oa pains The paid a ns Gente a ae pte 
in 1937 was 25,900 ; the number of deaths in 1947 was 23,100—a percentage change of 


—10.8 per cent. It is assumed that the number of male estates left in this age group in 1947 


1-10.8 : 
formed 11.04 [ 00 ]epat is, 9.85 per cent of the total number of male estates left in 1947. 


‘The comparison showed that the error in the modified estimates 
for males and plus 11 per cent for females. Vide Appendix. “nd seat 
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It is impossible to estimate accurately the number of estates of less than 
£2,000. Nevertheless, as the proportion of these estates was an almost 
constant proportion of the total number of estates left during the years 1938- 
1945," (See Table I) it may be assumed that this was the situation in 1946 
and 1947. This assumption rests on the further assumption that the items 
held by persons leaving less than {£2,0002 increased in value in the same 
proportion as the items held by those in the higher capital groups. 


TABLE I 
Number of Small Estates Expressed as a Percentages of Total Numbers of Estates 
(1938-1945) 

Year 1938 1939 1940 1941 1942 1943 1944 1945 
Fixed Duty 

Estates £100— 

£500 ... saa eeateies 39.5 38.7 36.8 37.0 38.2 Seo) E/E) 
£100—£1,000 ... 25.0 25.0 25.7 26.4 24.7 24.0 23.8 23.8 
£1,000—£5,000... 24.2 24.4 25.0 25.6 26.5 26.3 26.7 27.0 
£5,000—{£10,000 5.8 5.3 5.3 5.4 5.6 59 Sif 5.3 
£100—£10,000... 55.0 54.8 56.0 57.4 56.8 55.8 56.2 56.1 


As the Inland Revenue reports for 1946-47 do not analyse property in 
capital groups according to the type of property held it is impossible to 
calculate the exact movement of the prices of capital items by capital groups. 
It is known, however, that the relative movement of prices of capital items 
has been dissimilar. 

In the lowest capital groups a large proportion of the property consists of 
houses which have increased considerably in price since 1938, while in the 
higher capital groups stocks and shares, which have not risen greatly since 
pre-war years,® form a larger proportion of the estates. The large rise in 
house prices compared with the small rise in stock prices might disturb our 
assumption and indicate that the number of estates of less than £2,000 has 
been under-estimated, but although, in principal the Inland Revenue Com- 
missioners value all estates for the purpose of death duties at market price,> 
in fact they grant a special concession when the surviving spouse continues 
to occupy the property. An ‘ owner occupier valuation ’ is accepted which is 
well below market price. This was not the situation before the war when 


1 This proportion was constant at approximately 39-40 per cent of the total number of 
estates during the years 1920-1938. \ 

2 In the capital group £100-£1,000 the principal kinds of capital held in 1938 were ; 
British Government Securities 11 per cent, Cash 22 per cent, Money lent on Mortgages and 
other Securities 11 per cent, Insurance Policies 11 per cent, House property and business 
premises 32 per cent and Household goods 3 per cent. ; 

3 Stocks and shares. Industrials. Price Index 1938, 100 ; 1946, 138 ; 1947, 145. Fixed 
interest. ‘Price ; 1938, 100 ; 1946, 111 ; 1947, 110. Cf. London and Cambridge Economic 
Service. Finance Statistics. August 1950. BuLLETIN 3, Vol. XXVIII. 

4 Stock and shares : in 1938 formed 35 per cent of the total property held in the capital 
group £10,000—£25,000, 43 per cent in the £25,000-£100,000 group and 48 per cent in the 
over £100,000 group. oy 

5 Nineteenth Report of the Inland Revenue Commissioners.. Cmd. 7362, p. 25. 
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‘ occupied ’ price and market price rarely differed. This concession may well 
substantially prevent the greater relative rise in house prices from being 
reflected in the estate duty returns and suggests that it would not be unreason- 
able to assume that the proportion of estates of less than £2,000 remained the 
same for 1946 as for previous years. 

A further disturbing factor is the post-war increase’ in death duty rates 
which increased the incentive to make gifts inter-vivos. Small estates may, 
therefore, form a higher proportion of total estates than in the past. ‘This 
may not be so, however, as the average age at death is increasing” and a 
longer period of life after retirement may now be expected. Again, the taxable 
period for gifts inter-vivos was lengthened from three to five years in 1946 
It is impossible to estimate how far these factors cancel themselves out. 

The above considerations must be borne in mind when interpreting the 
1946-1947 estimates. 


"l'He Number or Maces Possessinc Esratts OF MORE THAN £100 IN 1936- 
1938 AND 1946-1947 

In 1936-1938 the number of males in England and Wales possessing 
estates of more than £100 is estimated at not less than 34 million and not 
more than 4 million. For Scotland the number is estimated to be not less 
than 360,000 and not more than 390,000. In each year 73 per cent possessed 
less than £1,000 in England and Wales and approximately 70 per cent pos- 
possessed less than £1,000 in Scotland. 

In 1946-1947, the number of males in England and Wales possessing 
estates of more than £100 is estimated at not less than 6 million and probably 
not more than 6} millions.? _In 1946-1947, 71 per cent possessed less than 
£1,000. For Scotland the number is estimated to be not less than 552,000 
and not more than 645,000, of whom 67 per cent possessed less than £1,000 

‘he method of preparing these estimates has been to classify males leaving 
estates of more than {100 into age groups of ten years intervals. The reci- 
procals of the general mortality rates for the same age groups for each year 
have been calculated by comparing the Registrar-General’s mid-year esti- 
mates of the age distribution of the population and the number of deaths in 
each age group in the calendar year. These reciprocals have been used as 
multipliers for the number of estates in each age group. 

The mid-year estimates were revised by the Registrar-General for the 
1930's for England and Wales in the light of the National Register enumer- 
ation of Sept. 29, 1939, but it was not found practicable to revise the 
estimates of the mid-year population of Scotland and consequently estimates 
for Scotland are again less accurate than those for England and Wales. T'he 

1 Finance Act, 19406. 

? Death rate per 1,000, England and Wales 1938. Aged 75-84, 130.1 ; 85 and over, 263.6: 


1946, aged 75-84, 45 85 rc é gi 3 : 
Ae " Wa “t 117.4; 85 and over, 232.3. Registrar General's Annual Reports 1946 
* These estimates do not, of course, make allowance for the fall in the value of money 


which took place betwecn 1936 and 1947, but an atte U sition in ‘ ‘ 
SERCH Rernas hee, an attempt to evaluate the position in ‘ real 
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Inland Revenue returns have been corrected to allow for the fact that in some 
cases! deceased persons’ ages were nct known. It has been assumed that 
these estates were distributed according to age in the same way as for estates 
of which the ages were declared. 

The results of these calculations are given in Tables II and III. 

There is a general tendency both for the proportion of males possessing 
estates of more than {100 to increase with age and also for the size of their 
estates to increase with age. This is shown by the analysis in Table IV. Thus, 
the average age of males possessing estates in each ten-year group will be 
higher than the average age of the population in the same age group. The 
mortality rates used for estimating the total number of males possessing 
estates are weighted according to the age distribution of the total population, 
and not according to the age distribution of persons possessing estates in each 
age group; thus the reciprocals of these mortality rates will in general be too 
high and the total number of persons possessing estates of more than {100 
consequently overstated. Dr. E. C. Snow suggested in 1915? that the error 
so introduced was not great, and Daniels and Campion? took the view that it 
may be compensated by the fact that the mortality rates for persons with 
estates were below general mortality rates. 

It is unfortunately impossible to make a calculation based on social- 
class mortality rates as these can be derived only from the Decennial Supple- 
ment on Occupational Mortality to the Census of Population, which has not 
been taken since 1931. Daniels and Campion,‘ after considering the Supple- 
ments for the years 1921 and 1931, used social mortality rates which differed 
from general mortality rates by a certain percentage. If the mean of this 
difference is deducted from the general mortality rates of 1931 it is found that 
these rates correspond very closely to the general mortality rates of 1936-38. 
Thus, as general mortality rates were declining throughout the 1930’s and 
in view of the fact that there was no Census in 1941, it is difficult to derive 
social mortality rates which have any meaning. No analysis has been made, 
therefore, on the basis of social mortality rates, but, for comparison, the means 
of the differences used by Campion,® have been applied to the general 
number multiplier for the years 1936-1938 and 1946-1947. The general 
number multiplier for each year, the figure to be used to multiply the total 
number of people leaving estates of more than {100 in order to estimate 
the total number of people possessing estates larger than £100—1is an arith- 
metic average of the reciprocals weighted by the number of males and females 
in each group. 

The results of these calculations are shown in Table V. It is probable 
that the true total of the number of estates of more than £100 owned by males 
lies somewhere between the two totals. 

11.5 per cent of the total in England and Wales and 9 per cent of the total in Scotland. 

2 Dr. E. C. Snow, Journal of the Royal Statistical Society, 1915, p. 597. 

3 Daniels and Campion, op. cit., p. 14. 4 Daniels and Campion, op. cii., p. 16. 


5 Campion deducted a percentage range from general mortality rates to obtain his social 
mortality rates. 
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TABLE II 


Number of Males Possessing Estates of more than £100 tn England and Wales 
(Estimate on the basis of General Mortality Rates) 


Thousands 
egy 1936 1937 1938 1946 1947 
Total over £100 3554 3603 3961 6241 6585 
£100-£1,000 2547 2657 2954 4435 4743 
£1,000-£5,000 729 699 721 1393 1377 
£5,000-£10,000 128 120 135 210 240 
£10,000—£25,000 94 83 94 135 148 
£25,000—{100,000 46 37 48 58 65 
Over £100,000 10 7 9 10 12 
TaBLeE III 
Number of Males Possessing Estates of more than £100 in Scotland 
(Estimated on the busis of General Mortality Rates) 
Thousands 

Year | 4936 1937 1938 1946 1947 
Tolacer ind tse? 360 385 ‘|| 551.8 642 
£100---£1,000 _ ee rs ee ee 266 371 435 
£1,000—£5,000 Ped. A S30 ph a, Oe 137 158 
£5,000—-£10,000 a oe 13 Wee 1} Die aS 21 22 
£10,000=—(25,000 2010 Fone! rice 9 SF adh thee bal 15 19 
£25,000-—£100,000 af 5 A pee 4 7 ? 
Over £100,000 | 0.5 0.5 0.7 0.8 1 
SSS SSS eee I —— H 

TABLE IV 


Number of Males leaving Estates of more than £100 cxpressed as a Percentage of the Total 
Number of Males wtth more than £100 in each Capital Group, 1938 
AGE GROUPS (Percentages) 


55-64 | 65-74 | 75-84 | 85 up 


Class of Estate 


Under | 25-34 | 35-44 | 45-54 


25 
£100—/1,000 SR IE22 3.13 6.39 12.28) I} 23:17 al’ 28:62 221.30 3.89 
£1,000-—£5,000 war .39 1313 3.23 7.89 | 21.40 | 34.62 | 26.10 5.24 
£5,000—£10,000 nat 07 82 ae S71 le 20.00 | sasse ee eo 8.61 
£10,000-—£25 000... 419) .62 1.56 6.34 | 17.83 | 33.06 | 29.97 | 10.43 
£25,000—£50,000_... Al 77 1.11 5,12.) 16:88.) 317161232. 990 sl 2le25 
£50,000—-£100,000 ... Fe be 52 T23 Ste | LE27 (32-247 9835.88 eee-se 
£100,000-—£250,000 — 43 —_— 5.11 | 13.62 | 34.47 | 34.47 | 11.91 
Over £250,000 -  ...) -— .97 3.88 6.80 | 13.59 | 31.07 | 35.92 Lobe 
TABLE V 


Comparison of the Total Number of Estates in England and Wales of move than £100 
obtained by using Social and General Mortality Rates 


Thousands 
Year 1936 1937 1938 1946 a 1947 
Total number of estates : Reina * 
Social Mortality Rates ta 93822 4101 4223 6815 7231 
‘Total number of estates ; 
General Mortality Rates... 3554 3603 3960 6259 6607 
Mean ie ro i 3688 3852 4091 6537 6919 


i RY 
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THE NUMBER OF FEMALES PossrssING ESTATES OF MORE THAN £100 
IN 1936-1938 AND 1946-1947 

In 1936-38 the number of females possessing estates of more than £100 is 
estimated to be not less than 2.7 million and not more than 3-4 million. For 
Scotland the number is estimated to be between 280,000 and 307,000. In 
1946-47, the number of females possessing estates of more than {100 is 
estimated to be not less than 4.7 million and not more than 5-3 million in 
England and Wales, and, in Scotland the number is estimated to be not less 
than 450,000 and not more than 520,000. Tables VI and VII give the number 
of females in each capital group in 1936-1938 and 1946-1947 estimated on the 
basis of general mortality rates for females. ‘hey are compiled in the same 
way and subject to the same qualifications as Tables IT and III for males. 

‘Table VIII shows a similar movement to that of Table IV for males, that 
is, the proportion of females with estates of more than £100 and the size of the 
estate both increase with age. The proportion of females owning estates is 
greatest in the 75-84 age group, while the proportion of males possessing 
estates is high in both the 65-74 and 75-84 age groups, the former in the lower 
and the latter in the higher capital groups. As a result of the female’s greater 
expectation of life, it is likely that most estates left by females in the higher 
age groups are estates left to them by fairly recently deceased males. ‘The 
high proportion of males in the 75--84 age group in the higher capital brackets 
provides some evidence that the use of social-class mortality rates would have 
been justified if a 1941 census had been available. 

In both England and Scotland approximately 72 per cent of the total number 
of females possessed less than {1,000 in 1937-38 and in 1946-47 the percentages 
are estimated to be 70 per cent and 72 per cent respectively. Again, it was 
not possible to estimate meaningful social mortality rates for females owing 
to the lack of a 1941 Census. For the sake of comparison, the means of the 
differences used by Campion have been applied to the general number 
multiplier and global figures so obtained. The results are shown in Table 
IX which is subject to the same qualifications as Table V. 


TaBLE VI 
Number of Females possessing Estates of more than £100 


(Estimates on the basis of general mortality rates) 
England and Wales 


Thousands 

eat ates |, e "1936 | 1937 1938 1946 1947 
ee ee ee | ee 

Total faves {10072 > ...0) ty 2726 | 2805 | 3378 4732 | 5365 
nee | ee LEP Bama «ales | EE 6) 

G1000 a,» «al 1953 2018 2476 3341 3836 

FOOSEEs 000 A eee 575 683 || 1091 | 1177 

75,00010,000 nc 99 100 117 150 | 175 

£10,000--£25,000 ... 66 | 71 70 103 | 122 

£25,000—£100,000 27 33 28. +t 43 | 50 

er £100,000 ten 4 4uiton a! 


a ESEEEnnanne 
——— 
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THe NUMBER OF PERSONS PossEssiING ESTATES OF £100 OR LESS IN 1938-39 
AND 1946-47 

The Inland Revenue reports do not deal with the total of estates of less 
than {100 as these are exempt from duty. Other sources of information 
must, therefore, be used in order to find an estimate of the number of people 
with {100 or less. 

Dar.iels and Campion! considered that it was reasonable to take the total 
of males and females aged 25 and over as representing approximately the 
total number of people of all ages possessing capital. They deducted from 
this total the number of people with more than {£100 and thus arrived at the 
number of persons with less than £100. Daniels and Campion considered 
that this estimate was likely to be too high as representing the total number of 
persons with {100 or less. Thev thought that there were many people 
without any capital such as, students, dependents of occupied persons, 
juvenile workers and married women with no property in their own right. 
The writer doubts if this procedure is legitimate for the years 1936-38 
and 1946-47. Women now have legal title to their own capital, and 
even children probably possess some capital when it is remembered that the 
proceeds of insurance policies are included in our definition of ‘ capital ’. 
Personal possessions are usually of some small worth? and industrial insurance 
policies for dependents are very common. Bray® in a tentative calculation 
of the number of dependents with less than £50 capital suggested the figure 
of 35 million in 1937 for Great Britain and Northern Ireland.* 

The terminology used by Daniels and Campion has, however, been 
adopted in order to ensure the comparability of the estimates with those of 
former years. Moreover, the Inland Revenue’s lowest classified age group for 
Estate Duty returns in ‘ under 25 years’. This group can be deducted from 
the estimates of the number of persons with more than £100 and comparisons 
made for the adult population. The total of persons 25 and over in England 
and Wales in 1936-38 was 25,591,000 and, in Scotland, 2,872,0005 The total 

TaBLE VII 


Number of Females Possessing Estates of more than £100 
(Estimated on the basis of general mortality rates) 


Scotland Thousands 

Year 1936 1937 1938 1946 1947 

Total (over £100)... was 282 286 307 455.3 517.5 
£100—£1,000 me osca|e 20285 203 225.5 330 375 
£1,000—£5,000 a Sag 59 60 61 94 107 
£5,000—{£10,000 ate deg 9 9 9.5 15 17 
£10,000—{£25,000__.... sas 8 8 8 nie 14 
£25,000—£100,000_... aa 3 3 2.5 + 4 

Over £100,000 i ae 4:5 25 0.5 0.3 0.5 


? Daniels and Campion, op. cit., p. 26. * This was certainly the situation in 1946-7. 

® Bray. Small Savings. Economic Journal, 1940, p. 195. 

“The number of persons aged 25 and over :n 1936-38 in England and Wales and Scotland 
was approximately 28 million. There may, of course, be a small number of people with 
negative capital. 


* Registrar General’s Statistical Review 1938-39, p. 156. (Average of three years). 
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TABLE VIII 


Number of Females leaving Estates of more than £100 expressed as a Percentage of the Total 
numbers of Females with more than £100 in each Capital Group, 1938 


AGE GROUPS 


Class of Estate ee 25-34 | 35-44 | 45-54 | 55-64 || 65-74 | 75-84 85 up 
£100—£1,000 AF oats 1.60 4.10 9.6 19.4 30.6 26.8 7.3 
£1,000—{5,000 eles 255 2.18 6.45 | 16.92 || 31.87 | 32.22 9.67 
£5,000—£10,000...| 09 27 Yar 4.86 | 13.32 || 27.44 | 35.81 16.93 
£10,000—£25,000 ...) — 18 1.33 4.45 | 10.87 || 25.40 | 39.25 18.52 
£25,000—{50,000 ...| .15 15 .92 4.43 9.63 23.24 | 40.21 21.25 
£50,000—{£100,000 38 wd 38 4.23 | 11.15 || 26.92 | 36.54 19.62 
£100,000— £250,000 = -- 3.61 — 12.05 30.12 | 42.17 12.05 
Over £250,000 ...|  — — | 849 | 14.29 | 21.43 | 42.86 | 14.29 — 
TABLE IX 


Comparison of the Total Number of Estates of more than {100 obtained by the use of 
Social and General Mortality Rates 


Females 
Thousands 

Year 1936 1937 1938 1946 1947 

Total number of estates : 
On the basis of Social Mortality Rates 2936 3396 3684 6137 5831 

Total number of estates : 
On the basis of General Mortality Rates 2726 2806 3379 4730 5377 
Mean : ans es aoe scum ZAeh | 3101 3532 5433 5604 

Total Male and Female 

On basis of Social Mortality Rates ... 6759 7497 7907 12952 13062 


On basis of General Mortality Rates ... 6280 6409 7339 10989 11984 


Mean dis : 6519 6953 7623 11970 12523 
TABLE X 
Thousands 
England and Wales Total Number with £100 or | Niusmber with more 
1936-1938 less than £100 
Total sate ae 25503 19190 6313 
Males ae oes 11896 8443 3453 
Females sn tats 13607 10747 2860 
Scotland 
Total bat ae 2854 2231 623 
Males at “ 1330 988 342 
Females a6 ut 1524 1243 281 
England and Wales 
1946-1947 
Total Be nee 27805 16856 10949 
3 13083 7027 6056 
Females 14722 9829 4894 
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number of persons with over £100 capital must be deducted; the total of 
persons with less than £100 is then 184-19 million in England and Wales 
and slightly over 2 million in Scotland. 

Table X compares the number of persons possessing estates of {100 or 
less with the number of persons possessing £100 or more in 1936-1938 and 
similarly for 1946-47. In 1936-38 the number of persons possessing estates 
of £100 or less formed 73 per cent of the total number of people possessing 
estates of England and Wales and 77 per cent in Scotland. The estimates of 
the number of persons with {100 or less in 1946-47 have been calculated 
in the same manner as that of 1936-38. The number of persons possessing 
estates of {100 or less formed 59 per cent of the total number of peoples 
possessing estates in England and Wales, and 66 per cent in Scotland. 

A comparison of the distribution of capital among the adult population, 
that is, aged 25 and over, is shown in Tables XI and XII, for 1936-38. 
The percentages of persons with less than {100 are little altered—75 per cent 
in England and Wales and 79 per cent in Scotland. The corresponding 
percentages were 60 per cent and 66 per cent in 1946-47. This is shown in 
Tables XIII and XIV. 

THE NUMBER OF PERSONS IN EacH CapPITAL GROUP 

It is now possible to compare the distribution of capital according to the 
number of persons in each capital group. This is shown in Tables XI, XII, 
XIII and XIV. These tables show maximum and minimum estimates and 
also the mean of each capital group. The analysis shows that in England and 
Wales in 1936-38, about 18 per cent of the number of persons aged 25 and 
over had between £100 and £1,000, that is, approximately 5 million persons. 
Approximately 5 per cent a little over a million people had between £1,000 
and £5,000. A decade later, 28 per cent had in England and Wales between 
£100 and £1,000, that is approximately 7? million people—an increase of 
40 per cent over 1936-38. Approximately 9 per cent of the number of persons 
aged 25 and over had between £1,000 and £5,00o—about 2# million people— 
twice the corresponding number in 1936-38. 

In Scotland in 1936-38, 15 per cent had between {100 and £1,000, about 
400,000 persons, and 5 per cent of the total number of persons aged 25 and 
over had between £1,000 and £5,000, about 140,000 persons. In 1946-47, 
23.5 per cent had between {100 and £1,000, about 700,000 persons (a 75 
per cent increase) 8 per cent had between {£1,000 and £5,000, about 240,000 . 
persons (a 70 per cent increase). 

Within each group, the distribution of capital is different for males and 
females. This, too, is shown by the analysis of Tables XI-XIV. The pro- 
portion of men in the higher capital groups is increased while that of females 
is decreased. It had been suggested! that the distribution of capital by 
families would reveal more clearly the equality or inequality of distribution 
than the distribution by individuals. Available statistics do not permit such 
calculations but Daniels and Campion considered? that the male distribution 

1 Campion, op. cit., p. 110, * Daniels and Campion, of. cit., p. 33. 
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of capital was probably closest to a family distribution for they thought 
it likely that investments would be held in the name of the male member of 
the family. Tables XI-XIV show that the distribution of capital is more 
equal for males than for females. It will be noted (Table XIII) that in Eng- 
land and Wales 46 per cent of the total number of males with capital had 
more than {100—a significant increase compared with 29 per cent in 1936-38 
(Table XI) and against a total increase for males and females from 25 per 
cent (1936-38) to 39 per cent (1946-47). Similarly, in Scotland (Table XIV) 
39 per cent of the total number of males had more than {£100 in 1946-47 
compared with 26 per cent in 1936-38 and against an increase for males and 
females from 22 per cent (1936-38) to 34 per cent (1946-47). It is possible, 
therefore, that if the distribution of capital by families could be estimated a 
greater equality would be shown than for individual persons. It might, 
however, be more unequal if, as is likely, females who own capital are members 
of a family where males are also substantial capital owners. 

It is possible to compare the estimates for England and Wales with those 
of Daniels and Campion for 1924-1930 and 1911-1913! This is done in 
Tables XV and XVI. The range of error in the calculations of Daniels and 
Campion is that between results reached by the use of social class mortality 
rates and general mortality rates, whilst, because of reasons given above, the 
results for 1936-1938 and 1946-1947 are based on general mortality rates. 
This may not affect the comparability between the estimates as general 
mortality rates declined throughout the 1930’s. 

The distribution of property is likely to be more unequal than the above ° 
figures would suggest because estate duty exemption is allowed on the passing 
of settled property.2 This understatement is likely to be proportionately 
larger in the higher than in the lower capital groups. This is especially true 
for 1911-1913 because of the wider exemptions on the passing of settled 
property before the 1914-1918 war. ener 

Tables XV and XVI show that inequality in the distribution of wealth has 
decreased since 1911-1913. There has been a 50 per cent total increase in 
the number of people owning capital, and there are more people in each capital 
group. Thirty-nine per cent of persons aged 25 and over owned capital of 
more than {100 in 1946-47 compared with 25 per cent in 1936-38 and 12 
per cent in 1911-13. In 1911-1913 less than 1 per cent of this total number 
of persons had more than £5,000, approximately 2 per cent had more than 
£5,000 in 1936-37 and nearly 3 per cent possessed this sum in 1946-47. 

The final conclusion must be that although capital is still very unequally 
distributed there has been a very great increase in the number of capital 
owners during the last 35 years. It must be emphasised, however, that the 
1946-47 estimates are based on certain assumptions regarding the age and sex 


2 iels and Campion, op. cit., p. 30. } 
a at saae acc eeeinption in favour of settled property applies to property 
settled on the surviving spouse for life : duty is paid on the settler’s death but not on the 


death of the life tenant. 
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distribution of the estates left by persons dying in that period and are not as 
reliable as the 1936-38 estimates for which actual information on the age 
and sex distribution of estates left by the dead was provided by the Inland 
Revenue Commissioners. In 1911 approximately 1,700,000 persons over 25 
owned between {100 and £1,000, by 1946-47 this number increased almost 
5-fold to approximately 7,750,000. The increase in the £1,000-5,000 group 
is even more marked, rising from 425,000 to 2,460,o00o—rather more than a 
5-fold increase. Increases of this order have taken place in the £5,000-10,000 
and £10,000-25,000 groups although the increase is rather less marked for 
the £25,000 upwards group. Even when allowance is made for the fall in the 
value of the unit of account that has taken place during the period under 
review there is evidence that a levelling-up process is proceding in the dis- 
tribution of private wealth. 
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TABLE XVIA 


The Distribution of Capital among the Adult Population of England and Wales in 
1911-1913, 1924-1930, 1936-1938 and 1946-1947 
(Figures relate to persons over 25 years only) 


Number (000’s) Cumulative Percentage 
1946-1947 
Total ... 27870 100.00 
More than £100 10642—11386 38.1 —40.4 
£1,000 3140— 3302 11.2 —11.8 
£5,000 704— 807 2.5 — 2.8 
£10,000 349— 396 1.2 — 1.06 
£25,000 114— 129 0.4 — 0.4 
£100,000 15— 17 0.05— 0.06 
1936-1938 
Total ac 25605 100.00 
More than £100 5915— 6947 23.10—27.13 
£1,000 1679— 1893 6.56— 7.30 
£5,000 439— 507 1.71— 1.98 
£10,000 221— 258 0.86— 1.01 
£25,000 75— 75 0.29— 0.37 
£100,000 1l— 17 0.04— 0.07 
1924-1930 
Total nae 22336 100.00 
More than £100 4774— 5283 21.3 —23.7 
£1,000 1306— 1421 5.8 — 6.4 
£5,000 375— 386 1.6 — 1.8 
£10,000 180— 194 0.8 — 0.9 
£25,000 64— 69 0.2 — 0.3 
£100,000 10— iil 0.04— 0.05 
1911-1913 
Total aap 18745 100.00 
More than {100 ... 2196— 2529 11.6 —13.4 
£1,000 558— 635 2.9 — 3.3 
£5,000 161— 180 0.8 — 0.9 
£10,000 84—__ 94 0.4 — 
£25,000 304.34 0.1 <= 
£100,000 5— 6 0.03— 
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TABLE XVIB 


E EYE 


The Distribution of Gapital among the adult Population of England and Wales in 
1911-13, 1924-30, 1936-38 and 1946-47 


Number (000’s) 


1946-1947 
Total 


More than £100 
£1,000 
£5,000 
£10,000 
£25,000 
£100,000 


1936-1938 
Total 


More than £100 
£1,000 
£5,000 
£10,000 
£25,000 
£100,000 


7924-1930 
Total 


More than {100 . 
£1,000 
£5,000 
£10,000 
£25,000 
£100,000 


1911-1913 
Total 


More than £100... 
£1,000 
£5,000 
£10,000 
£25,000 
£100,000 


27804 


10948 
3221 
756 
373 
122 
16 


25502 


6312 
1764 
470 
239 
83 
13 


161 
84 
30 

i) 


Cumulative Percentage 


100.00 


39.38 
11.58 
2.72 
1.34 
0.44 
0.06 


Figures are the means of each Capital Group, and are based on General Mortality Rates. 


KATHLEEN M. LANGLEY 
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APPENDIX 
DISTRIBUTION OF NATIONAL CAPITAL, 1928 
It is possible to test the procedure followed in calculating the 1946-47 
estimates by comparing estimates for 1928 calculated by the direct method 
with an estimate for 1928 calculated by modifying the 1938 age and sex 
distribution to take account of the change in the age structure between 1928 
and 1938. 


First Estimates 

The method of preparing these estimates has been to classify persons 
leaving estates of more than £100 into age groups of ten years. The reciprocals 
of the general mortality rates for the same age groups for each year have been 
calculated by comparing the mid-year estimates of the Registrar-General of 
the age distribution of the population and the number of deaths in each age 
group in the calendar year. These reciprocals have been used as multipliers 
for the number and values of estates of each age group. 

The mid-year estimates of the age distribution of the population of 
England and Wales were made for 1928 by the Registrar-General by extra- 
polating the number of males in each age group obtained by the 1921 Census 
of Population, using the figures of births, deaths and migration. The mid- 
year estimate for 1931 extrapolated in this way agrees fairly closely but not 
exactly with the mid-year estimate for 1931, based on the actual 1931 Census 
returns. Estimates have therefore been made for 1928 by the process of 
interpolation, using the actual 1921 and 1931 Census figures. 


Second Estimates 

An estimate of the distribution of national capital in 1928 has also been 
made by Daniels and Campion.’ They used the method described above, 
but employed the actual differences between the 1931 estimated population 
and the 1931 Census returns in order to correct the published mid-year 
estimate of population for 1928. Differences in the figures between Estim- 
ates 1 and 2 must be att~ibuted to this fact. 
Third Estimates 

A third estimate has been made by modifying the age and sex distributions 
for 1938. It has been assumed that the age and sex distribution of the popula- 
tion leaving estates in 1928 did not differ greatly from that of 1938; but, in 
calculating the assumed age and sex distribution in 1928, account has been 
taken of the differences between the actual number of deaths occuring in 
these two years. 

The three estimates are shown in Table 1 (males), and in Table 2 
(females), for the distribution of national capital by number. Table 3 


(males) and Tabie 4 (females) show the distribution by amount of capital 
possessed. 


* Daniels and Campion. The Distribution of National Capital, Manchester, 1936. 
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TABLE 1 
Number of Males Possessing Estates of more than £100 
(Estimated on the basis of General Mortality Rates) 


7928 Thousands 
Total Estimate 1 Estimate 2 Estimate 3 
(Over £100) 2576 2990 3077 
£100— £1,000 eats aus Se 1785 2171 2250 
£1,000—£5,000_... Be “ae 566 566 572 
£5,000—£10,000 ae hed 116 116 119 
£10,000—£25,000 sas ome 85 85 85 
£25,000—£100,000 ass ass 42 43 41 
Over £100,000 AA nats 9 9 10 


Error between Estimate 2 and Estimate 3 is 2.82 per cent. 


TABLE 2 
Number of Females Possessing Estates of more than £100 
(Estimated on the basis of General Mortality Rates) 


1928 Thousands 

Total Estimate 1 Estimate 2 Estimate 3 
(Over £100) 2243 2208 2468 
£100—£1,000 fe she wee 1650 1645 1761 
£1,000—£5,000_... wae Ae, 417 418 sya 
£5,000—£10,000 ae ae 76 76 91 
£10,000—£25,000 wee S68 47 47 61 
£25,000—£100,000 rey ae 20 20 31 


Over £100,000... ee se 3 3 3 


Error between Estimate 2 and Estimate 3 is 4.77 per cent. 


TABLE 3 
Amount of Capital Owned by Males Possessing Estates of move than £100 in 1928 
(Estimated on the basis of general class mortality rates) 


£ million 
Total Estimate 1 Estimate 2 Estimate 3 
Over £100 9133 9240 10033 
£100—£1,000 nee eee wee 890 915 897 
£1,000—£5,000_... aoe an 1374 1389 1546 
£5,000—£10,000 Sen Bee 831 838 866 
£10,000—{£25,000 es ae 1315 1322 1446 
£25,000—{£100,000 aS was 1898 1912 2382 
Over £100,000 ane wee isis 2825 2865 2896 


Error between Estimate 2 and Estimate 3 is 8.58 per cent. 


TABLE 4 
Amount of Capital Owned by Females Possessing of more than £100 in 1928 
(Estimated on the basis of general mortality rates) 


£ million 

Total Estimate 1 Estimate 2 Estimate 3 
Over £100 4779 4811 5437 
100—£1,000 a a ee 721 739 761 
#1 000---£5.000 soe aes nie 1138 1150 1389 
£5,000—£10,000 oes Coe 604 607 735 
£10,000—£25,000 ee site 821 823 1021 
£25,000—£100,000 BoE ocr 919 921 698 
Over £100,000... nee ane 576 571 833 


Error between Estimate 2 and Estimate 3 is 13.01 per cent. 


a Prine 
som ene 


PROBLEMS OF ISRAEL’S ECONOMY 


INTRODUCTION 


The fundamental influence on the economy of Israel is the mass immigra- 
tion since the declaration of the State in May 1948. Although immigration 
was an important feature of Mandatory Palestine, it was quite different in 
magnitude from that which has dominated economic developments in the 
country during the last two years. Yet, in certain ways, economic conditions 
are now less favourable for the absorption of mass immigration. It is inevit- 
able, therefore, that great difficulties stand in the way of the creation of a 
viable economy. This article attempts to set out, against the background of 
the demographic changes, some of the problems arising in the economy of 
Israel. 


POPULATION AND IMMIGRATION 


At the end of 1946 the population of Palestine numbered 1,912,000, 
consisting of 608,000 Jews, and 1,304,000 non-Jews. By the end of March 
1950, Israel contained 1,057,000 Jews and between 150,000 and 200,000 
non-Jews. This great change is the result of three main causes: the 
difference in the frontiers of Israel and Mandatory Palestine!; the exodus of 
Arabs from Israel during the Arab-Israel war; and the influx of Jews since the 
declaration of the State. 


Jewish Population (End Month, 000’s) 


8.X1.48... sac ee Bae 716 
DOREY — gas Ae 250 759 
V1.49 908 
VII.49 928 
X.49 985 
XII.49 1014 
1.50 1029 
III.50 1057 


The urban concentration of the Jewish population has increased from 
about 75 per cent in 1946 to over 80 per cent at the end of 1949. The 
majority of the urban population is concentrated in the three main cities, 
Tel Aviv, Haifa, and Jerusalem, which between them contained 56 per cent 
of the total Jewish population at the end of 1948. Tel Aviv is the great 
centre and to-day holds over one-third of the total population. Such con- 
centration in the three cities is very contrary to the plans of the Government. 
These envisage, when the total numbers 2.5 m., that 10 per cent shall be in 
Jerusalem, 12 per cent in Haifa, and 18 per cent in Tel Aviv. So far, of course, 
the planned size of these cities has not been nearly attained, but the high 
proportional influx has involved excessive overcrowding and has been 
associated with an undesirable occupational distribution—an over-concentra- 
tion in trading and servicing occupations, small shops, stalls, and restaurants.” 

As compared with the situation in the three main cities, the proportion 


1 The land area of Israel is roughly three-quarters that of Mandatory Palestine. 
2 See Israel Economist, March 1950 ; Labour Israel, 22.4.49 
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of total urban population to-day does not differ greatly from that eventually 
desired by the’Government. Plans visualise, in addition to Tel Aviv, Haifa, 
and Jerusalem, a further twelve cities of about 50,000 people each, and twelve 
towns of between 15,000 and 30,000.! This would give an urban population 
of between 75 per cent and 80 per cent of the total 2.5 m. But it is reasonable 
to suppose that a proportionately greater rural, agricultural population is 
desired at the present time in order to provide a stronger home-produced 
food basis for the continuing immigration. ; 

The divergence between the current population distribution and that 
desired may be presented in another way. In 1948, 80 per cent of the popula- 
tion was concentrated in the Haifa—Tel Aviv coastal strip, whereas it is 
planned to divide the country into regions, each with a population of 75,000 
to 100,000. Attempts to alter the population distribution are being made by 
controlling the location of house building and by setting up industrial estates 
to influence the location of industry. A number of these estates are already in 
the first stages of development. 

Mass immigration has often been proclaimed as the purpose for which the 
State was set up, and there can be no doubt about the success of this aspect of 
policy. About 400,000 had come in by the middle of this year. 


Number of Arrivals on Immigrant Visas 


Month 1947 1948 1949 1950 

I-XIlI 21,103 118,903 239,076 

I 1,670 23,533 13,011 

II 6,025 24,472 10,938 

Ill 2,890 30,731 13,347 

IV 5,499 23,291 8,186 

Vv 6,055 23,163 12,701 
VI 1372 16,353 
VII 17,266 16,315 
Vill 8,451 13,947 
IX 10,786 20,254 
x 10,691 19,206 
XI 20,369 13,470 
XII 27,892 14,341 


Source : Statistical Bulletin of Israel. 


The composition, as well as the magnitude of the immigration is note- 
worthy. Between 1919 and 1937 Poland contributed 42 per cent of the total 
of Jewish immigrants entering Palestine, 11 per cent came from Germany, 
and 10 per cent from Russia, while other European countries were responsible 
for much of the remainder.? After the war, and in 1948, the bulk of immi- 
grants came from Eastern Europe and the Balkans. But since then an 
increasing proportion has come from the Middle East and North Africa. The 
reasons for this change are various, but its significance is momentous. The 
‘ oriental ’ immigrants are on an entirely different level of cultural and tech- 
nical development from that of the existing Jewish community, and their 
absorption into that community raises thorny economic and social problems. 


1 Isvael and Middle East, March-April, 1950. 
* The Middle East, Royal Institute of International Affairs, 1950, 
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Percentage Distribution of Jewish Immigrants by Region of Birth 


1948 1949 1950 (I-III) 

Middle East Asia bas oe wae 4.6 29.5 33.1 
Other Asia tos aC — 0.9 1.0 
North Africa 8.0 16.8 NG 

Other Africa 0.2 0.1 ipecl® 
E. Europe 325 21.6 18.7 
Balkans ae 43.3 16,1 13.8 
Central Europe 8.6 12.6 N.A. 
(ORE vias nth Bon 0.5 0.3 N.A 
Other Europe ... sac 1.8 1.6 N.A 
America aad Oceania 0.5 0.5 N.A 


Source : Statistical Bulletin of Israel. 


The population of immigrant camps, ‘ people who are geographically in 
Israel, but are not yet in Israel economically ’, has risen more or less steadily 
since the establishment of the State. The proportion of recent immigrants 
still in camps has varied from time to time, but for the last nine months of 
1949 it remained at about one-quarter of the total entering the country 
since the beginning of 1948. During 1950 the rate of immigration has been 
rather lower, so it is likely that the proportion in camps will have fallen 
somewhat. By the end of 1949 the average length of stay in the camps was 
about six months, whereas in 1948 it was a matter of only a week or so. 
Three-quarters of the camp population originate in ‘ oriental’ countries, a 
much higher proportion than of total immigration, indicating the particular 
difficulties involved in absorbing these immigrants. 

It is not safe to assume that those who leave immigrant camps are properly 
absorbed. Account must be taken of the substantial registered, and unregis- 
tered unemployment,” and of the many who do not contribute adequately 
to the economy. This, of course, assumes some definition of ‘ absorbed ’. 
Strictly, immigration should only be considered as absorbed if it does not 
reduce the viability of the economy from the foreign exchange point of view. 
This definition is too exclusive for the present circumstances, and a less 
stringent one is necessary. It can only be a somewhat arbitrary and unsatis- 
factory one which would exclude many of the keepers of small shops and stalls 
referred to above. 


Immigrants in Immigrant Centres 
As percentage of 


No. total Immigrants since 1.1.48 
1948 V oes es se Sac 4,119 19 
Vill od ans eee aes 9,354 19 
XI Sor ape nbc ae 15,839 17 
1949 II es Eco Ba aos 31,249 19 
Vv a re ois ac 57,586 24 
Vill on sa ee zee 69,560 24 
XI oa es A 82,094 24 


Source : Statistical Bulletin of Israel. 


1 Director General, Ministry of Finance, Israel Economic Bulletin, June, 1950. 

2 Registered unemployment reached a peak of nearly 28,000 in January of this year, 
and then declined to just over 21,000 in March. There are probably also substantial numbers 
of unemployed who have not registered at the Exchanges. 


364 THE BULLETIN 


FOREIGN ‘TRADE 

The impact of immigration on foreign trade is of outstanding importance, 
and the Arab-Israel war particularly affected this sector of the economy, 
making it less able to bear the additional strain. 

The balance of trade of Palestine was heavily in deficit throughout the 
Mandatory period. As a result of the Arab-Israel war, two major items, oil 
products and potash, which in 1947 were valued at PL 14.6 m. and PL1.8 m. 
respectively, disappeared from the export list. The export of citrus fruit, the 
main foreign exchange earner, declined from PL8.1m. in 1947 to 1L6.4 m..in 
1949. In consequence the total of exports in 1949 was only IL10.6 m. 
Imports totalled IL87.7 m., giving a deficit for the year of IL77.1 m., exports 
amounting to only 12 per cent of imports, compared with the corresponding 
figures of PL57.6m. and 37 per cent for 1947. 

It is revealing to note the trend of imports through the year. The monthly 
rate rose from IL4.1 m. in January to IL10.6 m. in December, giving the 
highest monthly deficit of IL9.o m., despite the fact that exports were at a 
maximum in that month. Imports fell somewhat in the first two months of 
1950, but rose again to [L1o.1 m. in March. As this is the citrus season, 
exports were relatively high, though they constituted a much smaller per- 
centage of imports than in the corresponding period of 1949. Even with an 
increase in ‘austerity’ measures the upward trend of imports must be 
expected to continue, while immigration continues at a high rate, unless 
extreme hardship and industrial disorganization is to result. 


Balance of Trade of Israel (ILm.) 


1947 1949 1949 1950 
(Palestine) 
I-XIII-xXII_ I II Lit NE xe lt I II III 
a Imports 90ST 4 AO Cte Se) ae UG) Ok eee 


b Exports and 
re-exports’ | 33.3. 10.6 1.5) 15 02.1 60.3 Os eee 1 Ona 
cbas% ofa 37 12 37 33 31 4 5 aks) 21 27 23 


Source : Survey of Palestine and Statistical Bulletin of Israel. 


With the effects, just noted, of the Arab-Israel war on particular export 
items, the class ‘food, drink and tobacco’ rose from 32 per cent of total 
exports in 1947 to 73 per cent in 1949. As regards imports, food has continued 
to take up about one-quarter of the total, while the proportion of raw materials 
has decreased from 25 per cent to 15 per cent and that of manufactures has 
increased from 43 per cent to 58 per cent between 1947 and 1949. 


Main Export Items 
1 


949 1950 (I-ITT) 

PLm, ine ILm. elie ILm. é Total 

Oil products cn PeeLA.6 50 _ = — wee 
Boman eerie nip a ef # bcs che 
Sah ecsean or : ie % oe 4 


Sources: Economic Facts and Figures; Israel E ] j : isti 
Pritager g ael Economic Bulletin, June 1950; Statistical 
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Since the establishment of the State, important changes have taken place 
in the direction of trade. Compared with 1947 there has been a sharp drop, 
almost to the point of extinction, in trade with the Middle East, for obvious 
political reasons. At the same time there has been a great increase in the 
dependence on Europe for export markets and on America as a source of 
imports. The increased reliance on America is, doubtless, due in part to the 
‘tied’ character of the Export-Import Bank loan. The United Nations 
Economic Survey Mission (Clapp Mission) considered that this dependence 
was not entirely necessary, from the point of view of availability of supplies, 
and that many of the import requirements could be satisfied in other 


markets.! 
Destination of Exports and Source of Imports (Per cent) 


Exports Imports 
1947 1949 1950 (I-III) 1947 1949 1950 (I-11) 
Europe sia Mey / 81 85 43 41 32 
ASIA ue. Bye aS — 1 31 5 5 
Africa soe AD — = 7) 7 6 
America eee 3 18 14 15 43 56 
US, IRS te te 32. 54 47 20 9 8 


Source : Statistical Bulletin of Israel. 


Consideration of some sectors of economic activity which have a direct 
bearing on the balance of trade will further indicate the severity of the foreign 
trade problem. 

AGRICULTURE 

The food needs of Mandatory Palestine were supplied to a large extent by 
Arab agriculture and by imports from Syria and neighbouring countries. 
The virtual disappearance of Arab cultivation in Israel, as well as the ending 
of imports from the Middle East, has made the State heavily dependent on 
other countries for its food supplies, particularly for cereals. At the present 
time Israel imports go per cent of her grain requirements. For meat, indeed, 
she is even more heavily dependent on imports, only 5 per cent being home 
produced. Even in the products in which Jewish agriculture specialises, 
imports bulk large. Home production supplies only 35 per cent of her milk 
requirements, 40 per cent of her potatoes, and go per cent of her vegetable 
consumption.” This appears to be a serious deterioration from the situation in 
1943-4 when Palestine imported only 30 per cent of her total food con- 
sumption.® 

The Government plans great increases in agricultural production so as to 
make the country self-supporting to the extent of 80 per cent of all food 
requirements. Consumption of such items as vegetables, eggs, and milk 
would be entirely covered by home production, which would also satisfy a 
large part of the demand for cereals and meat. A more than two-fold increase 
in cultivated area to a total of 5 m. dunams is contemplated, with 700,000, 
instead of the present 300,000, under irrigation.* 


1 Final Report of the United Nations Economic Survey Mission for the Middle East (Clapp 
Report), Part I. 2 The Times, 10.10.49. 

8 Nathan, Gass and Creamer, Palestine : Problem and Promise. 

4 Isvael and Middle East, loc. cit.; Clapp Report, Part II. 
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The difficulty is to get sufficient labour on the land. There are indications 
that the numbers employed in agriculture are a substantially smaller propor- 
tion of the total to-day than in 1947, when they constituted 12 pér cent of 
Jewish earners.1 It is a point for discussion whether it is disinclination 
for agricultural pursuits, lack of training, or both, which is preventing an 
adequate flow of labour into agriculture at the present time. The shortage is 
particularly severe on the Collective Settlements, which are an important 
feature of agriculture in Israel.2 The Government’s suggestion that they 
employ wage labour has been rejected on the grounds that it is alien to their 
whole ideology, though, in reality, many settlements are employing wage 
labour to some extent, particularly for building jobs. An arrangement has 
been made, however, whereby persons will be taken for a year’s trial, at the’ 
end of which they can either join the settlement or leave, and receive a sum of 
money for the work they have performed. It is hoped that this will encourage 
entry into agriculture. Part of the time spent on compulsory military service 
is to be devoted to agricultural training, and it is hoped that this will persuade 
some to take up agricultural work when they return to civilian life.° 

Paradoxically, Israel’s agriculture is becoming increasingly capital 
intensive at a time when absorption of population is hindered by a shortage of 
capital. In the circumstances it would be expected that labour intensive 
methods of cultivation would be adopted, whereas the tendency is actually to 
introduce labour saving machinery and capital intensive methods. Quite 
apart from the extension of irrigation, which naturally absorbs large quanti- 
ties of capital, there has recently been a great increase in the use of mechanical 
equipment, largely obtained with the Export-Import Bank loan. The explana- 
tion, and justification, is the present shortage of agricultural labour, particu- 
larly on the Collectives, where much of the machinery is going, despite the 
pressure of population.‘ 

CITRICULTURE 

In 1949 exports of citrus fruit and juices comprised over 70 per cent of 
total exports. Clearly, the situation in this industry is of crucial importance 
for the economy. 

The citrus industry received a great set-back during the World War, when 
markets disappeared and large areas went out of cultivation, and there was 
further destruction of groves during the Arab-Israel war. Output and exports 
have declined proportionately far more than the cultivated area, and pro- 
duction is characterised by low yield and high cost. The decline in pro- 
ductivity has largely resulted from the use of unskilled, new immigrant labour 
in the citrus groves, and the net effect has been a contraction of the area under 
citrus, together with inadequate cultivation and picking of the productive 


Economic Facts and Figures, Econ. Dept. Jewish Agency. 

* At the end of 1949 40 per cent of the rural population and Nearly 7 per cent of the 
total population were resident on Collective Settlements, ‘ 

® Tsyael Economist, June 1949; Israel and Middle East, Dec. 1949. 


“Clapp Report, Part II, See Economic News, Sept.—Oct. eee snghe 
tural policy. s, Sep 1949 for a critique of agricn 
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area. A continuation of these trends would have a serious effect on Israel’s 
exports. 

Recently the Government has taken steps to reverse the process. Last 
year a policy of credits to assist growers to reconstruct their groves and to 
mechanize their methods was announced. This year it has been decided to 
subsidize labour to the extent of nearly 30 per cent of the total wage, for each 
worker engaged during the season. The declared purpose of the subsidy 
is to encourage the carrying out of work on the groves which otherwise 
would not be undertaken, and to assist in the creation of a skilled labour 
force.1 An export subsidy at the present time, in view of the acute balance 
of payments position, is defensible. But if the policy develops into one of 
semi-permanent subsidization of one particular sector of the country’s 
agriculture (and this the sector which is predominately private enterprise) 
opposition is bound to develop. 

Mechanization of citriculture is seen by the Government as the main way 
to reduce costs and raise yields. One obstacle is the small size of the groves; 
but the main one is the limitation of investment resources. The plans involve 
the installation of the capital intensive overhead-sprinkler, in place of the 
open irrigation system,” as well as the introduction of mechanical equipment. 
Once again the question of capital intensive versus Jabour intensive develop- 
ment is raised. ‘I'he new system is claimed to reduce labour requirements, 
lower costs, and economise in water. It is also expected that the yield per 
dunam will be doubled within three years. Great extension of the citrus area 
is not intended in the near future, attention rather being given to re-habilita- 
tion and development of the existing groves.® 


INDUSTRY 


Apart from hypothetical new developments, the established industrial 
export items do not show great promise of increased earnings. 

Oil refining earned PL1.0 m. in foreign exchange in 1947, in addition to 
supplying the home market. The Haifa refinery had to close down almost as 
soon as the Mandate ended, and it was not until August of this year that it 
reopened, using crude oil shipped from S. America. However, only part 
of the capacity is in use, so that there will not be a net earning of foreign 
exchange. But home demand will be covered, so a saving in foreign exchange 
will result. 

Diamond polishing, established in Palestine shortly before the outbreak 
of war, quickly rose to importance as an export industry, with total exports 
of PLs.9 m. at its peak in 1945. Since the war the industry has suffered from 
a slack world market and from revived Belgian and Dutch competition. The 
industry complains that it is allocated only inferior gems by the London 


1 [svael Economist, June, 1950. A » ake ; 

2 The Jerusalem Post, 1.8.50, reported that the sprinkler irrigation system was in 
process of installation in 75 per cent of the groves. 

8 The Jerusalem Post, loc. cit,: Clapp Report. Part Il. 
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Syndicate, and it has also experienced difficulty in obtaining skilled labour. 
In 1949 the export was only IL1.8 m. and there has been talk of workshops 
having to close.? . 

The possibility of great developments in the chemical industry, based on 
the resources of the Dead Sea, has been much discussed for a long time. 
Exports of chemicals were important in 1947, but they disappeared as a 
result of the subsequent fighting and have not regained their place. Pro- 
duction of chemicals and fertilizers may in the future become of first class 
importance in the Israel economy, but it has not done so yet. 

At the present time the balance of payments difficulties are resulting in 
raw material shortages which hamper industrial production. A number of 
cases of stoppage of work because of raw material shortage have recently 
been reported.? In terms of the more distant future the Israeli Government 
sees the economy as being based on industries which require high skill but 
little in the way of raw materials, in other words, industries in which ‘ value 
added ’ is high. The manufacture of pharmaceutical goods, chemical appar- 
atus, and precision instruments are examples of what is in mind. But it is 
certain that, unless some shorter-term solution to the balance of payments 
crisis is forthcoming, there will be no opportunity for realising these long- 
term aims. 

THE BALANCE OF PAYMENTS 

The preceding sections suggest that no startling increase is to be expected 
in the contribution of commodity trade to the balancing of Israel’s interna- 
tional accounts in the immediate future, Attention must therefore be 
directed to other elements in the balance of payments. 

In the past the deficit in Palestine’s current balance of payments has been 
met by capital imports. But this capital import has been of a peculiar kind 
which has involved the country in only a comparatively slight external 
financial burden. What is more, at times the capital import has been greater 
than could be absorbed into the economy, so that balances have accumulated 
abroad in favour of Palestine. These characteristics derive from the fact that 
capital import has not primarily been commercially motivated, but has 
originatéd in large part from donations by world Jewry and the resources of 
immigrants. By 1939 about PL125 m. of capital imports had come in, 
something like 60 per cent being brought by immigrants, with a further 25 
per cent in the form of donations.* In 1949 the service charge on foreign 
investments was rather less than I1.700,000,4 a very small figure compared 
both with the total foreign exchange expenditure of IL93 m. in that year, and 
with the total of capital import over the previous thirty years. 

During the six pre-war years the aggregate visible deficit was just about 
balanced by transfer of funds, but from 1939 British military expenditure 


1 Israel Economist, loc. cit. 

2 The Times, 2.9.50. 

> Cf. estimates quoted in Nathan, Gass and Creamer, op. cit. and A. E. Kahn, ‘ Palestine : 
A Problem in Economic Evaluation’, American Economic Review Sept. 1944. 

‘Clapp Report, Part I. ; 
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brought an enormous rise in invisible earnings, while at the same time the 
transfer from Jewish National Funds also greatly increased. As a result, 
holdings abroad of foreign assets rose from PLio m. in 1939 to PL31 5 m. in 
1945.’ Releases from Sterling Balances have been of great help in the 
balancing of Israel’s external accounts over the last two years,2 the Israel 
authorities having urged rapid release on the grounds that they were built 
up not purely as a result of war-time military expenditure, as in other 
countries, but partly from donations to Jewish Funds. 

Israel cannot rely on exports to balance her international accounts, but 
for a developing economy the prospect of a long-term deficit on current 
account is in itself no just cause for alarm. Such a situation has been a 
commonplace in the history of ‘new’ countries, and Palestine herself relied 
for many years on an import surplus to facilitate her economic development, 
without being in a particularly precarious position at the end of the period. 
The important factors are the permanence and stability of the sources from 
which the deficit is financed, as well as their ability to meet the demands made 
on them. Viewed from this standpoint the experience of two years of Israel 
economy is not encouraging. Whereas, under the Mandate, restrictions: 
-on immigration limited the demands for foreign exchange, it cannot be 
doubted that now the current account deficit will continue to widen. And 
each method of financing this deficit involves difficulties greater than those 
encountered in the past. 

In contrast with earlier immigration, such as the pre-war ‘ capitalist 
immigration ’ from Germany, very small resources are brought in by the 
immigrants of to-day. It is reported that only 10 per cent bring in anything 
at all, and estimates suggest that the average is only 1L15-ILzo per head.* 

Contributions to the Jewish National Funds have been a source of 
foreign exchange receipts of the greatest importance. Recently these contri- 
butions have shown a decided downward movement, at a time when the 
need has become more urgent. As an example may be cited the American 
appeal which yielded $150 m. in 1948 and $100 m. in 1949, instead of the 
hoped for $250 m. in each year. The gravity of the situation has led to the 
launching of a long-term loan to supplement the appeal for contributions. 
An attempt is to be made to raise $1,000 m. in this way from abroad, pre- 
dominantly from the U.S.A., which has in the past been responsible for 80. 
‘per cent of the contributions received by Israel. 

The Export-Import Bank loan of $100 m. granted in January 1949 has 
undoubtedly been of great assistance, though its usefulness has probably 
been somewhat diminished by the fact that it must be used for specific 
purchases of U.S.A. capital goods, with some restrictions on the type of 
goods to be obtained, instead of supplementing the general foreign exchange 
resources of the country. The Joan was allocated 35 per cent to agriculture, 

1 Survey of Palestine. 

2 See below, p. 370. ‘ : ‘ 

3 Cf. The Economist, 4.6.49; Clapp Report, Vart tl; G. Meron, Israel Eeononrist Annual 

“The Economtst, 22.4.50. 
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25 per cent to building, 20 per cent to industry, and 20 per cent to communi- 
cations. But the assistance is only temporary, and in 1953 service and amortiz- 
ation charges begin which will involve a burden of nearly 1L4 m.* The 
country has not previously had to bear a charge of any such magnitude for 
the servicing of investments, and it is clear that the economy is not capable of 
carrying it without further external aid. The investments financed by the 
loan may have contributed, directly and indirectly, to foreign exchange 
resources sufficiently to cover its amortization and servicing. On the other 
hand, it is possible that absorption of immigrants will have been facilitated 
without there being adequate expansion of exchange resources. However 
this may be, only the favourable influence of the loan has so far been experi- 
enced, while the burden is yet come. 

A somewhat similar difficulty arises with respect to private foreign direct 
investments. It is a cardinal aspect of Israeli Government policy to attract 
foreign investors. ‘he ‘ Law for the Encouragement of Capital Investments ’, 
introduced in March 1950, gave particularly favourable conditions of taxa- 
tion and withdrawal of profits for foreign firms establishing enterprises in 
Israel, and similar conditions had been granted in a number of cases by 
individual negotiation even before the introduction of the general legislative 
provisions. In October 1950 the Government published proposals for easing 
the foreign exchange crisis which, among other provisions, would further 
facilitate the withdrawal of profits in foreign currency. Again, if investments 
of this type are not to be a long-run burden on the country’s exchange 
resources it is necessary that they should result in a net addition to those 
resources, either by increasing exports or by saving imports, sufficient to 
cover the withdrawal of profits. It is not possible to say if the foreign invest- 
ments which have been made conform to this criterion. It is even difficult 
to say to what extent the policy of attracting foreign investors is succeeding. 
The Minister of Finance has called the results ‘disappointing .? ‘There are 
numerous reports of enterprises to be established by foreign firms—for the 
assembly of motor-cars and lorries, refrigerators and pre-fabricated buildings 
—but the results do not, as yet, reveal themselves in the balance of payments 
figures. In the first quarter of 1950 the balance relies, to an even greater 
extent than in 1949, on the Export-Import Bank loan and on contributions to 
National Funds.® 

Israel’s Sterling Balances are an even faster wasting asset than the Export- 
Import Bank loan. Early this year agreement was reached on the release of 
IL12 m. by the end of 1950, and a later agreement made available the remain- 
ing 1L17 m. or so by the end of 1951. No further contribution will then be 
forthcoming from a source which, in 1949, provided nearly g per cent of 
Israel’s total foreign exchange receipts. 


1 Clapp Report, Part 1. 

2 The Times, 12.5.50.. 

® These two items contributed 33 per cent of foreign exchange receipts in 1949 and 48 
per cent in the first quarter of 1950. As this is the main export heason tk is likely that the 
dependence is even greater than indicated by these figures. ; 
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Balance of Payments of Israel (1Lin.) 


«Payments ( ; 
(a2) Exchange Commitments siase ash ios Stas 307 tee iat 
(b) Donations etc. in kind ... eae Be Me Bi 21.4 4.0 
(c) Ex-Im Bank Loan amt eats a8 er oe 6.6 5.0 
(d) Invisibles hats. 5.3 3.9 
(c) Total Payments... Sie sa, ca tis eee O30) 28.4 

Receipts 
(f) Visible Exports ... ae eee aie sa one 9 HOS: 5.3 
{(g) Invisible Exports ae es ms ot oa 9.9 4.3 
(A) National Funds — St sia sate toe wats 8.5 
(t) Sterling Balances ae aa 5a oe iba 8.5 13 
(7) Barter and Free Imports ses ee ste je al 4.0 
(k) Ex-Im Bank Loan iB 6.6 5.0 
(HeOthers > * ais 15 -— 
(m) Total Receipts ... 93.0 28.4 


Source: Israel Economic Bulletin, June, 1950. 

* The sum of items (a), (4) and (c) is the value of visible imports. Item (a) denotes the 
value of imports for which ‘free’ exchange has to be found, the remainder being financed 
as shown in (6) and (c). 

{ This item mainly consists of tourist receipts. The Minister of Finance has recently 
stated that, although the number of tourists has greatly increased, receipts from tourism 
ae diminished owing to ‘ various foreign currency manipulations.’ The Jerusalem Post, 

8.50, 


Economic Poicy 

In the sphere of economic policy action is conditioned by the ‘ purpose ’ 
of the State. This is generally stated to consist of three tasks : to absorb all 
immigrants, without limit; to safeguard the security of the State; and to 
maintain the accustomed standard of life. The first of these tasks is, in 
reality, of primary significance, and it is certain that the third is incompatible 
with the other two. 

Inflationary pressure appears in the Israel economy as the familiar con- 
comitant of balance of payments difficultics. However, it would not appear 
helpful to view inflationary pressure as the cause of the foreign exchange 
difficulties. In fact, both conditions essentially result from the joint burden 
of immigration and defence. A balance was achieved in the Ordinary budget 
in the 1949-50 financial year, but this is of small significance, since there are 
three budgets, of which the magnitude of one, the Defence budget, is undis- 
closed. The third, or Development budget is concerned with the absorption 
of immigrants and the expansion of the economy, rather than with the 
normal expenses of government. It is primarily loan financed. ‘In both the 
current and the past financial years the Development budget has exceeded 
the Ordinary budget by a substantial amount, so that it is clear, particularly 
when we remember the existence of the undisclosed Defence budget, that a 
balanced Ordinary budget implies that the Government sector is contributing 
to inflationary pressure to a very large extent. And there seems no hope of 
avoiding this while the need for defence and development remains so great. 

The twin phenomena of balance of payments difficulties and inflationary 
pressure are so interconnected that it is difficult to distinguish them. ‘The 
point is that the demand for current consumption, including that of largely 
unproductive new immigrants, together with investment in building necessary 
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to house the newcomers, and in industry and agriculture to enable tnem to be 
brought into the productive economy, is greater than can be supplied by the 
economy itself. There arises both an upward pressure on prices and an 
increased demand for imports. Control of prices no doubt tends to increase 
the immediate pressure on imports, but uncontrolled prices would lead to 
even greater troubles in the form of labour disputes, wage rises, increased 
export prices, and discouragement to foreign investors. 

The Government started off with the aim of a controlled and planned 
economy. ‘A complete system of State planning would be basic to the whole 
economic system.’! An ‘ austerity ’ programme with rationing, utility goods, 
and price and import controls was to be introduced. And high taxation was 
to be used as a weapon against inflation. In its initial stages the policy had 
some success. Prices of a number of commodities came down, and with the 
reduction in the cost of living index, a reduction in wage rates was engineered. 
But by the end of 1949 the fall in the index had virtually ceased and there 
were complaints that, in reality, living costs were rising. However, ‘ austerity’ 
remains, and the level of real income per head has been lowered. 

But in addition to the problem of lowering the average real income, there 
is the vexed question of the distribution of the burden. In Israel this is not 
simply a matter of the wage-profit relationship. It also involves the important 
question of the economic status of new immigrants. As things are, almost 
inevitably, new immigrants tend to be on a lower economic level than resi-: 
dents of longer standing. The divergence reaches its greatest where the 
population of immigrant camps is concerned. The danger of new immigrants 
becoming a sort of ‘ depressed class ’, with respect to their economic position, 
is enhanced because a large number of them are from ‘ backward ’, oriental 
countries, ‘and are themselves ‘ backward’ so far as a modern industrial 
economy is concerned. The trade union organization, the Histadruth, has 
been accused of fostering such a division by refusing to permit the employ- 
ment of new immigrants at less than the standard rate of wages, thus hinder- 
ing their absorption into industry and agriculture. 

The Jewish working class in Palestine has always been highly organized, 
and has managed to maintain a high wage level, up to European standards, 
despite the competition of Arab labour, used to a much lower standard of life. 
‘The mass immigration has brought with it the problem of increasing numbers 
of, unorganized newcomers, many of them accustomed to a living standard 
probably even lower than that of the Palestine Arab, seeking to be absorbed 
into the highly organized, high wage Jewish labour market. New immigrants 
in fact, have tended to replace the Arabs as a potential menace to the wage 
standards of the established Jewish worker. Some tension in the labour 
market is inevitably engendered by this development. The danger of serious 
labour disputes, if new immigrants are used to under-cut wage standards, 
led to the introduction, early this year, of legislation to stop the use of. 
unorganized labour by developing the system of official labour Exchanges.? 

‘Prime Minister, reported in The Times, 27.4.49. 2 Isvael Economist, Feb., 1950. 
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Trouble had already broken out in the citrus industry, because of the 
employment of unorganized labour, but this is likely to come to an end, for 
the new subsidy policy will only apply to labour hired through the Exchanges. 

Although the Histadruth is accused of concerning itself only with the in- 
terests of its existing members, and of encouraging the creation of ‘two nations’ 
within the State by hindering the absorption of immigrants into productive 
employment, on the whole it is unlikely that it would deliberately pursue such 
a policy. Its history is notable for the fact that it acts as a Zionist organization 
first, and as an ordinary Labour organization second. It could well be argued 
that its policy is merely designed to ensure that newcomers get the ‘ rate for 
the job ’, and that advantage is not taken of their low ‘ supply price.’ Cer- 
tainly, if this policy is applied so as to enforce equality of money wages 
irrespective of productivity, so that there is inequality of efficiency wages, 
there will be adverse effects on the economy, particularly with respect to 
productive efficiency. But it is not clear that insistence on a particular 
minimum money wage sets a limit to the aggregate employment possible in 
these conditions.! The important factors limiting the extension of aggregate 
employment appear to be the shortage of capital and the lack of experience, 
aptitude and training among the immigrants.? Real wages (and other 
incomes in real terms) must, indeed, come down, but action on money wages 
is probably not the best way to achieve this. Lower costs are clearly of 
importance’ in stimulating exports, as well as for attracting foreign capital, 
but devaluation of the admittedly overvalued Israeli Pound® would seem to 
have advantages over an attempt to push down the general wage level. 

On one hand, the Government has been attacked for stifling enterprise 
and discouraging foreign investment by high taxation and a ‘ socialised ’ 
economy. From the other point of view it is argued that only by stronger 
controls can inflation be kept in check and immigrants absorbed. These 
critics claim that there is much scope for increased saving by restricting 
inessential expenditure. In the event, the Government has moved in the 
direction of offering large inducements to investors. Legislation gave tax 
reliefs to investors, permitted high depreciation allowances on new plant and 
buildings, exempted from customs duties goods imported for the purpose of 
approved investment projects, and permitted foreign investors to take out 
up to 10 per cent per annum of the value of their investment. Recent deter- 
ioration in the economic situation has stimulated further moves in the same 
direction, which have been characterised as ‘ a clear modification of a Govern- 
ment-controlled economy.’ The restriction on the import of capital in the 
form of goods (‘ import without payment ’), which was imposed to stop abuses 


1 For a particularly naive explanation of why it does, see Israel Economist, loc. cit. 

2 The Histadruth is now helping to provide training facilities in the immigrant camps. 
Isvael Economist, April, 1950. ; ; 

3 Clapp Report, Part I. It has been reported recently that the free rate in New York is 
U.S. $1.50 = IL1.0, compared with the official U.S. $2.80 = IL1.0 The Financial Times, 
22.8.50. 

4 Labour Israel, June, 1950. 

5 The Times, 2.10.50. 
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of the import control system, is to be removed. Exporters will be allocated 
part of their foreign exchange earnings for their own use, and the Io per cent 
limit on the withdrawal of funds by foreign investors will be lifted. 


CONCLUSION 


Israel claims to be a ‘ purposive ’ economy. Its purpose, the reason for 
which it was established, is ‘ the ingathering of the exiles.’ It would appear 
that, given the economic disruption wrought by the Arab-Israel war, it is 
the wholehearted pursuit of this purpose that lies at the root of its enormous, 
seemingly intractable economic problems. Perhaps these problems indicate 
that, at least for a time, the limit has been reached to what ‘ energy, enterprise 
and devotion to a common cause ”! can achieve. Restrictions on the rate of 
immigration seem politically impossible to-day, but the observer may well 
wonder if the creation of a viable economy does not demand them. 


ARTHUR HAZLEWOOD. 


1 Palestine Royal Commission Report, 1937. 


